CONTRACT FOR SUPPLY OF NACIMIENTO WATER

This Contract for Supply of Nacimiento Water (“Agreement”) is entered into by and
between the San Luis Obispo County Flood Control and Water Conservation District, a public
entity duly established under the laws of the State of California (“District”), and Heritage Ranch
Community Services District (“Buyer”).

RECITALS

A. The District and the Monterey County Flood Control and Water Conservation
District, now the Monterey County Water Resources Agency, made and entered into an
agreement dated October 19, 1959 (“Master Contract”), which agreement assures the District a
perpetual supply of 17.500 acre feet of water from the Nacimiento Reservoir per year (“District
Entitlement”);

B. The District has reserved 1,100 acre feet of the District Entitlement for use within
the community of Heritage Ranch per year;

[ On or about March 20, 1972, the District and the Heritage Ranch and Cattle
Corporation, a California corporation (“HRC Corporation”), made and entered into a Contract
for a Water Supply pursuant to which the District agreed to make four hundred seventy five
(475) acre feet of the District Entitlement perpetually available to the HRC Corporation per year
pursuant to the terms and conditions set forth therein (“March 1972 Contract™).

D. The HRC Corporation subsequently assigned all of its interest in the March 1972
Contract to Six Corporation, a California corporation (“Six Corporatien”), and Six Corporation
assumed all of the terms, conditions and obligations under the March 1972 Contract;

E. Six Corporation subsequently assigned all of its interest in the March 1972
Contract to San Luis Obispo County Service Area No. 19 (“CSA No. 19”), a County Service
Area within San Luis Obispo County established in accordance with Section 25210 et seq. of the
Government Code, and CSA No. 19 assumed all of the terms, conditions and obligations under
the March 1972 Contract;

F. On or about May 23, 1989, CSA No. 19 was dissolved and the Buyer was formed
and succeeded to all rights, interests and obligations of CSA No. 19 under the March 1972
Contract;

G. On or about January 30, 1981, the District and Six Corporation made and entered
into a Contract for a Water Supply pursuant to which the District agreed to make an additional
six hundred twenty five (625) acre feet of the District Entitlement perpetually available to Six
Corporation pursuant to the terms and conditions set forth therein (“January 1981 Contract™);
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H. In or about 1992, Six Corporation filed for bankruptcy, and the 1981 Contract was
terminated as part of the bankruptey proceeding;

I. On or about July 22, 1992, the District and American Universal Insurance
Company, a Rhode Island corporation in receivership, by and through Nancy J. Meyer, its
Receiver (“AUIC?”), the beneficiary of deeds of trust on substantially all of Six Corporation’s
real property, made and entered into a Contract for Reservation of Water Supply pursuant to
which District agreed to make four hundred thirteen (413) acre feet of the six hundred twenty
five (625) acre feet per year of District Entitlement that was the subject of the January 1981
Contract available to AUIC for twenty (20) years subject to a ten (10) year extension option in
accordance with the terms and conditions set forth therein; (“July 1992 Contract”);

I On or about September 1, 1998, Charles R. Cohen, Director, State of Arizona,
Department of Insurance, as Receiver for Diamond Benefits Life Insurance Company
(“DBLIC”), succeeded to all of AUIC’s interest in and to the real property that was subject of
the July 1992 Contract;

K. On or about August 27, 2002, the District, DBLIC, H.R. Holdings, LLC, a
California limited liability company (“H.R. Holdings”), and John E. King and Carole D. King
(collectively, “King”) made and entered into an Agreement to Assign Contract for Reservation
of Water Supply pursuant to which DBLIC assigned all of its rights under the July 1992 Contract
to H.R. Holdings and King, and H.R. Holdings and King jointly and severally assumed all
obligations under the July 1992 Contract (“August 2002 Assignment”);

L. On or about February 24, 2004, the District, H.R. Holdings, King and Buyer
entered into an Assignment of Reservation of Water Supply pursuant to which H.R. Holdings
and King assigned ninety eight (98) of the total four hundred thirteen (413) acre feet per year that
was the subject of the July 1992 Contract and the August 2002 Assignment to Buyer, and Buyer
assumed all obligations under the July 1992 Contract with respect to said ninety eight (98) acre
feet (“February 2004 Assignment”).

M. On or about January 24, 2006, the District, H.R. Holdings, King and Buyer
entered into an Assignment of Reservation of Water Supply pursuant to which H.R. Holdings
and King assigned an additional one hundred four (104) of the total four hundred thirteen (413)
acre feet per year that was the subject of the July 1992 Contract and August 2002 Assignment to
Buyer, and Buyer assumed all obligations under the July 1992 Contract with respect to said one
hundred four (104) acre feet (“January 2006 Assignment”);

N. The July 1992 Contract was never extended;

0. On or about November 19, 1992, District and Buyer entered into a Contract for
the Sale of Nacimiento Water pursuant to which District agreed to make the remaining two
hundred twelve (212) of the six hundred twenty five (625) acre feet per year of the District
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Entitlement that was the subject of the 1981 Contract available to Buyer (“November 1992
Contract™);

Notwithstanding the above, the District and Buyer wish to ensure that Buyer has a
perpetual entitlement to the water assigned to it under the February 2004 Assignment (98 acre
feet per year) and the January 2006 Assignment (104 acre feet per year).

NOW, THEREFORE, it is hereby mutually agreed by the parties hereto as follows:
AGREEMENT

1. Buyer is entitled to two hundred two (202) acre feet of water from the District
Entitlement, for each full water year during the existence of this Agreement pursuant to the terms
and conditions set forth herein. The entitlement granted herein is in addition to any and all rights
of the Buyer under the November 1992 Contract (212 acre feet per year) and the March 1972
Contract (475 acre feet per year) but is not in addition to any rights that the Buyer may have
under the July 1992 Contract. District and Buyer agree that this Agreement shall operate to
extinguish any rights of Buyer under the July 1992 Contract, the February 2004 Assignment and
the January 2006 Assignment. For purposes of this Agreement, a water year is determined to be
the period commencing October 1st and ending September 30th of the succeeding year.

2 Regardless of the cause, in any year in which a water shortage may occur such
that the total quantity of water available to the District for distribution to Buyer and the various
other buyers is less than the total of all quantities contracted for by Buyer and the various other
buyers. the District shall apportion to Buyer a pro rata share of the available water based on the
proportion that the Buyer’s entitlement has to the total of all such entitlements.

In the event that such a water shortage occurs, no liability shall accrue against the District
or any of its officers, agents, or employees for any damage. direct or indirect, arising from such
shortage.

The District shall give Buyer written notice as far in advance as possible of any such
reduction in water entitlement.

S The entitlement provided to Buyer by this Agreement shall forever remain a
licensed and permitted right subject to the conditions provided herein and shall not ripen into a
vested right for any reason whatsoever.

4. The entitlement that is the subject of this Agreement is currently being used solely
and shall continue to be used solely for the developed subdivisions of Tracts 1910 and 1990
which are real property located within the boundaries of the service area of the Buyer and which
were recorded in the Official Records of the County of San Luis Obispo on April 18, 2003, June
23, 2003, and December 23, 2004 (Certificate sheets attached as Exhibit A and incorporated
herein by this reference). Said entitlement has been and shall continue to be used solely and only

3of13



in conjunction with those land uses permitted on said real property by the land use and zoning
plans and ordinances of the County of San Luis Obispo. Any use of said entitlement in
conjunction with land uses which are not permitted by the said land use and zoning plans and
ordinances of the said County shall constitute a breach of this Agreement and Buyer’s right to
the said water entitlement provided hereunder shall terminate.

3 The annual payment for said entitlement shall be a sum equal to that price per
acre foot currently established by the District or as such price may be re-established by District
from time to time, multiplied by the full entitlement provided Buyer by this Agreement.

It is understood and agreed that Buyer must pay each and every payment provided for
herein whether or not Buyer actually takes or uses any water during any particular water year.

The District retains the right from time to time to unilaterally raise or lower the price per
acre foot for the entitlement provided hereunder and any District resolution to such effect shall
constitute an amendment to this Agreement.

Payment hereunder shall commence on October 1st and shall subsequently become due
each April Ist and October Ist thereafter. Each payment shall be one-half of the annual payment
and shall be paid to the District in advance for each future semi-annual water entitlement.

6. Buyer shall make all payments required hereby on or before the date such
payments become due. Interest shall accrue at the rate of one percent (1%) per month on any
overdue payments.

i In the event any payment required hereunder remains unpaid for a period of
ninety (90) days, the District, at its discretion, may suspend said entitlement of water and may
physically interrupt the delivery of said water until full payment for all amounts due hereunder
has been made to the District. Should any said payment remain unpaid for a period of one (1)
year, all water entitlement established by this Agreement shall terminate and without right of re-
establishment hereunder. Such interruption or termination shall not relieve Buyer of its
obligations to pay any amounts due and owing to the District.

8. The delivery of the water entitlement to Buyer has been and shall continue to be
by means of facilities provided by Buyer and approved by the San Luis Obispo County Engineer.
All water made available by such facilities shall be considered to be water having originated
from that portion of the District Entitlement provided to Buyer by this Agreement, and no more
than the amount entitled hereby shall be delivered by said facilities during any given water year.

9. Water furnished by said facilities has been and shall continue to be metered in a
manner approved by the San Luis Obispo County Engineer at locations which have been
mutually agreed upon by the parties. The metering equipment has been and shall continue to be
maintained by Buyer in good working order at all times; and all costs of said equipment,
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including the installation, operation, maintenance, repair, and replacement thereof shall be borne
by Buyer.

Water supply and metering facilities will be inspected from time to time as deemed
necessary by the San Luis Obispo County Engineer. The cost of said inspections will be paid by
Buyer. Charges for periodic inspections may be included in the semi-annual payments for the
entitlement granted hereunder.

Buyer has been and shall continue to maintain complete records for twelve (12) months
of each year indicating the amounts of said water being delivered by Buyer’s facilities and used
on the real property identified in Section 4 of this Agreement, and these records shall be
transmitted to the District with each semi-annual payment.

Any failure by Buyer to maintain said metering equipment to the satisfaction of the San
Luis Obispo County Engineer, and any other breach of conditions provided herein, upon written
notification of such failure or breach, shall, for the purposes of remedy, be treated as herein
provided for overdue payments.

10.  Buyer acknowledges and agrees that the water delivered under the terms of this
Agreement will be furnished to the Buyer untreated, that the District makes no guarantee,
express or implied, as to the quality of water to be delivered hereunder, and that Buyer takes all
said water “as-is.” Use of said water for domestic purposes is subject to the approval of the San
Luis Obispo County Department of Public Health.

11,  Buyer hereby grants to the District and its agents the unrestricted right of access
to real property within Buyer’s service area to: (a) inspect said metering equipment from time to
time to determine the accuracy thereof, (b) inspect the use being made of the water which is the
subject of this entitlement and, (c) interrupt and terminate the delivery of water as provided
herein.

12.  Buyer acknowledges and agrees that this Agreement is subject to the obligations
and limitations imposed on District by the Master Contract and all existing and future
amendments thereto. The Buyer further agrees that the District’s right to enter into amendments
to the Master Contract is not restricted or impaired in any way by this Agreement.

13.  The use of either party of any remedy specified herein for the enforcement of this
Agreement is not exclusive and shall not deprive the party using such remedy of, or limit the
application of, any other remedy provided by law.

14.  Any waiver at any time by either party hereto of its rights with respect to a breach
or default, or any other matter arising in connection with this Agreement, shall not be deemed to
be a waiver with respect to any other breach, default, or matter.
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15.  All notices that are required either expressly or by implication to be given by
either party to the other under this Agreement shall be deemed to have been given and delivered
personally if enclosed in a properly addressed envelope and deposited in a United States Post
Office for delivery by registered or certified mail. Unless and until formally notified otherwise,
all notices shall be addressed to the parties at their address as shown below:

Buyer:
Heritage Ranch Community Services District

Attn: John D’Ornellas, Manager
4870 Heritage Road
Paso Robles, CA 93446

District:

Public Works Director

Public Works Department

San Luis Obispo County Flood Control and Water Conservation District
County Government Center, Room 206

San Luis Obispo, California 93408

16. Buyer shall defend, indemnify, and save the District and its officers, agents, and
employees harmless from any and all claims, demands, liability, costs, expenses, damages,
causes of action, and judgments which might arise against the District because of the quality or
quantity of water made available to Buyer under the terms of this Agreement, or which might in
any manner arise out of this Agreement or be occasioned by the performance or attempted
performance of the provisions hereof, including, but not limited to any act or failure to act on the
part of Buyer or of agents, employees, or independent contractors directly responsible to Buyer.

17.  This Agreement shall not be assigned by Buyer.

18.  This Agreement may be amended only by mutual written agreement properly
executed by the District and Buyer.

19.  This Agreement shall become effective immediately upon execution by both
parties and shall remain in effect at all times thereafter unless terminated as provided herein or
unless the Master Contract is terminated, in which case this Agreement shall automatically
terminate upon termination of the Master Contract.

[SIGNATURES TO FOLLOW ON NEXT PAGE]
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IN WITNESS WHEREOF,

SAN LUIS OBISPO COUNTY FLOOD CONTROL
AND WATER CONSERVATION DISTRICT

By: Date:

Chairperson of the Board

San Luis Obispo County Flood Control and
Water Conservation District

State of California

ATTEST:

By: Date:

County Clerk and Ex-Officio Clerk of the
Board of Supervisors, San Luis Obispo County
Flood Control and Water Conservation District
State of California

APPROVED AS TO FORM AND LEGAL EFFECT:
RITA L. NEAL
County Counsel

-

Bﬁ% Date: Z — /(0 — (&5
eputy County Counsel

HERITAGE RANCH COMMUNITY SERVICES DISTRICT

By: Date:

President of the Board
Heritage Ranch Community Services District
State of California

APPROVED AS TO FORM AND LEGAL EFFECT:

By: Date:

District Counsel
ATTEST:

By: Date:
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EXHIBIT A
TRACT MAP(S)
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